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From  an  Address  before  the  National  Federation  of  Construction  Industries,  Chicago,  March  3,  1921. 

Panaceas  For  Present  Tax  Burdens 

LEO  DAY  WOODWORTH 
Deputy  Manager,  American  Bankers  Association. 


THE  present  tax  burdens  upon  business  are 
excessive  and  unjustly  distributed  as  well 
as  uneconomic,  as  is  well  known.  The 
war  revenue  act  was  as  experimental  as  it 
was  hastily  prepared,  and  is  a  dismal  failure  as  a 
peace  time  revenue  producer. 

We  deserve  no  more  such  gigantic  experiments. 
Furthermore,  the  public  demands  and  must 
have  real  rather  than  fancied  remedies. 

I  will  speak  in  favor  of  general  as  against  per¬ 
sonal  relief, — for  permanent  as  against  temporary 
policies, — and  for  certain  principles  of  economic 
progress  in  America. 

First,  as  to  the  privilege  of  exemption  to  the 
holders  of  favored  securities. 

The  Menace  of  Exemption. 

The  secretary  of  the  U.  S.  treasury  recently 
reported  the  aggregate  of  taxable  incomes  for 
persons  enjoying  annual  incomes  of  three  hundred 
thousand  dollars  or  more  as  follows  for  the  years 
now  tabulated: — 


1916  .  $992  million 

1917  .  731 

1918  .  392 


The  secretary  said:  “There  is  little  reason  to 
believe  that  the  actual  income  of  the  richer  tax¬ 
payers  of  the  country  had  fallen  in  that  interval. 
It  is  the  taxable  income  which  has  been  reduced 
and  almost  certainly  through  the  investment  by 
the  richer  taxpayers  in  tax  exempt  properties.” 

That,  gentlemen,  shows  what  tax  exemption, 
as  pursued  in  this  country  at  the  present  time, 
means  to  you  and  to  every  taxpayer  on  the  list, — 
that  is,  to  every  taxpayer  that  is  left. 

Tax  Exemptions  Only  Shift  Tax  Burdens. 

The  amount  of  the  public  budget  is  not  reduced 
one  iota  by  the  amount  of  income  that  is  tax  ex¬ 


empted.  You  know  that,  and  the  question  is 
where  this  money  is  coming  from.  If  you  relieve 
one  man  from  taxation,  if  you  relieve  one  dollar 
of  income  from  taxation,  it  merely  means  that 
that  load  must  be  shifted  to  somebody  else.  The 
money  is  going  to  be  raised,  and  one  effect,  as 
the  previous  speaker  has  shown,  is  in  the  increase 
of  interest  rates. 

That  affects  every  corporation,  it  affects  every 
business  man,  it  affects  every  consumer,  every 
wage  earner.  It  goes  right  down  the  line.  There 
are  only  two  ways  that  that  situation  can  be 
altered.  Either  the  amount  of  the  public  budget 
must  be  reduced  or  new  taxes  must  be  levied  in 
proportion  to  the  new  exemptions. 

Tendency  to  State  Socialism. 

I  fully  sympathize  with  what  the  president  of 
the  American  Gas  Association  has  just  said,  as  to 
the  unjust  and  inequitable  governmental  discrimi¬ 
nation  in  favor  of  public  securities  and  against 
private  securities.  The  situation  speaks  for  itself. 

One  point  that  I  think  he  might  have  made  is 
this:  If  utilities — gas,  electric,  or  any  other — are 
owned  by  the  municipality,  they  can  be  financed 
by  the  sale  of  tax-exempt  securities  and  thus  get 
the  prevailing  government  rate.  That  rate  is  low, 
as  he  stated,  although  the  tendency  has  been  up¬ 
ward.  Municipal  bonds  are  selling  as  high  as 
6%  today. 

If  a  private  corporation  owns  that  plant  and 
borrows,  it  must  compete  with  the  municipal 
plants  and  pay  two  or  three  times  the  rate  of  in¬ 
terest  to  get  the  money,  and  it  is  often  a  question 
whether  it  can  get  the  money  at  any  practicable 
price. 

The  direct  tendency  of  that  competition  is 
toward  state  socialism  through  municipal  owner¬ 
ship  and  the  number  of  business  projects  that  can 
be  or  must  be  handled  by  state  and  municipal  au¬ 
thorities  will  constantly  increase, — it’s  got  to  in- 
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crease  unless  something  is  done  to  stop  that  move¬ 
ment. 

If  you  people  are  in  favor  of  municipal  owner¬ 
ship  and  state  socialism,  all  you’ve  got  to  do  is 
to  follow  the  present  trend,  support  it  and  take 
the  consequences  and  ultimately  we  will  all  draw 
our  little  pay  from  the  state,  take  what  we  can 
get,  perhaps  not  have  exactly  Russian  conditions 
but  approach  them  in  comparison  with  our  present 
wealth  of  individualistic  opportunity. 

Remedy  for  the  Exemption  Menace. 

The  American  Bankers  Association,  the  Invest¬ 
ment  Bankers  Association,  the  recent  report  of  the 
United  States  Chamber  of  Commerce  on  taxation, 
are  all  opposed  to  tax  exemption  and  undoubtedly 
they  will  be  in  favor  of  this  proposed  amendment 
to  the  Constitution  to  bring  municipals  within  tax¬ 
ing  power.  (The  vote  of  member  organizations 
in  the  U.  S.  Chamber  of  Commerce  was  1,386  for 
and  275  against  the  proposition  that  “Income 
from  any  new  issues  of  securities  which  may  law¬ 
fully  be  made  subject  to  Federal  tax  should  be 
taxable.”  ) 

There  are  not  a  few  lawyers  in  this  country 
who  believe  that  municipals  are  now  taxable 
under  the  amendment  to  the  Constitution  giving 
to  the  Federal  government  authority  to  tax  in¬ 
comes  “from  whatever  source  derived."  The 
language  is  plain  enough,  it  couldn’t  be  plainer, 
and  the  intention  of  Congress  is  not  as  uncertain 
as  some  persons  would  have  it.  You  may  recall 
the  debates  in  the  legislatures  at  that  time. 

But  without  the  point  ever  being  before  the 
supreme  court  for  decision,  without  its  ever  being 
argued  before  the  supreme  court,  a  mass  of  dicta 
has  grown  up  in  the  supreme  court’s  opinions  to 
the  effect  that  the  subjects  of  taxation  were  not 
increased  or  widened  by  that  federal  amendment. 

Evidently  we  must  take  that  dicta  as  law.  If 
so,  the  amendment  should  be  made  clear  and  all 
securities,  all  incomes  from  whatever  source 
derived,  should  be  brought  within  the  income  tax 
if  we  are  to  have  an  income  tax  at  all  and  1  think 
it  is  generally  agreed  that  we  can't  abandon  it. 

The  states  are  going  to  have  income  taxes. 
Several  have  adopted  personal  income  taxes 
within  the  past  two  or  three  years.  Others  will 
adopt  them  soon, — and  the  states  should  have 
the  corresponding  power  to  tax  incomes  from 
whatever  source  derived  by  their  citizens,  includ¬ 
ing  incomes  from  federal  securities. 


Public  Credit  for  Private  Housing. 

Now,  to  be  consistent  with  any  such  view  we 
must  go  a  little  further, — we  must  oppose 
(although  some  of  you  people  I  know  don't  agree 
with  this)  the  lending  of  federal  credit  for  private 
expenditures  of  any  kind  or  description.  (Ap¬ 
plause)  The  tendency  is  constantly  that  way. 

Some  people  with  the  best  of  motives  but  I 
fear  without  thinking  the  problem  through,  favor 
the  lending  of  federal  credit  for  the  housing  situa¬ 
tion.  We  must  oppose  it,  absolutely.  The  repre¬ 
sentative  of  the  public  utilities  who  has  just 
spoken  indicated  an  industry  which  needs  that 
assistance  just  as  much  as  the  housing  business 
does.  Personally,  I  don’t  believe  that  houses  will 
be  supplied  in  commercial  quantity  in  this  coun¬ 
try  anywhere  until  you  meet  the  demands  of  the 
public  so  far  as  price  is  concerned,  just  the  same 
as  in  the  case  of  clothing  and  other  commodities 
as  referred  to  here  yesterday. 

Cost  of  production  does  not  determine  selling 
price  and  never  did  except  under  war  regulations, 
and  thank  goodness  they  are  done! 

Supply  and  demand  have  got  to  meet  and  we 
as  business  men  should  now  oppose  every  move¬ 
ment  which  will  seek  by  artificial  and  temporary 
expedients  to  either  raise  the  price  which  “de¬ 
mand"  will  pay  or  to  reduce  the  cost  which  "sup¬ 
ply”  wants  to  charge.  Any  market  difference 
should  not  be  made  up  by  government  credit. 

We  must  get  the  government  out  of  business 
and  government  never  will  get  out  of  business  so 
long  as  bureaucrats  and  legislators  are  allowed  to 
handle  these  economic  problems.  (Applause) 

Menace  of  “Federal  Aid”  Appropriations. 

Then  there’s  another  thing, — and  perhaps  1 
won’t  be  very  popular  when  1  refer  to  this:  That 
is  the  question  of  federal  aid  appropriations. 

Early  in  this  country’s  history  we  began  to  make 
federal  aid  appropriations  for  schools  and  to 
some  extent,  I  believe,  for  roads.  The  objects  of 
these  appropriations  are  not  to  be  opposed.  They 
were  laudable.  They  were  proper.  Government 
has  got  to  supply  these  great  conveniences  which 
have  aided  toward  the  development  of  the 
country, — there’s  no  question  about  that. 

But  how  are  they  going  to  do  it?  If  we  want 
a  federal  road  system,  for  instance,  let’s  have  a 
federal  road  system.  But  also  let’s  understand 
where  the  responsibility  is.  If  the  federal  govern¬ 
ment  has  the  money  and  can  afford  to  go  into  the 


road  business  and  maintain  those  roads,  (because, 
gentlemen,  we  have  found  out  in  New  York  that 
maintenance  is  a  great  deal  different  from  con¬ 
struction)  let  them  go  into  it  and  do  it  but  not 
say  to  any  state  that  wants  to  build  a  road,  "We 
will  supply  50%,  you  raise  the  rest.” 

On  the  face  of  it  that  isn’t  a  bad  proposition 
but  the  way  that  it  actually  works  out  it  is  the 
most  extravagant,  irresponsible  and  unchecked 
way  of  spending  the  public’s  money  and  for  in¬ 
creasing  the  need  for  taxation  that  exists  in  this 
United  States  of  America.  If  it  is  not  checked, 
regardless  of  the  times  and  the  other  needs  for 
that  money,  the  necessity  for  those  appropriations 
for  local  improvements,  will  so  multiply  that  we 
can  only  imagine  where  the  limits  of  the  federal 
budget  are  going  to  be.  There  won’t  be  any 
limit! 

At  the  present  time,  as  you  know,  there  is  a  bill 
before  congress  for  a  hundred  million  dollars  for 
roads.  It  is  only  a  beginning.  There’s  a  bill  be¬ 
fore  congress  for  a  hundred  million  dollars  to  be 
granted  to  the  states  as  “federal  aid”  for  educa¬ 
tion  and  that’s  only  a  beginning.  Either  one  of 
those  bills  may  run  to  a  half  billion  dollars  a  year 
and  you  can’t  defeat  them  when  they  get  into  con¬ 
gress.  The  public  pressure  is  too  great  from  the 
interests,  the  localities, — and  you  know  what  the 
log  rolling  methods  are. 

And  those  are  only  two  of  possibly  a  score  of 
bills  now  pending  in  congress, — a  beginning  for 
“federal  aid”  for  every  conceivable  thing.  Every 
man  with  an  uplift  idea,  every  man  that  wants  to 
see  his  pet  hobby  put  on  a  basis  where  he  can 
have  all  the  public  money  that  he  wants  to  spend, 
is  now  going  to  congress  for  federal  aid,  and  while 
it  is  a  comparatively  new  idea  to  discuss  that  as  a 
matter  of  principle,  it  cannot  be  overlooked  when 
we  come  to  discuss  the  question  of  public  budgets. 

Furthermore  “federal  aid"  is  now  advocated 
by  those  who  urge  federalism,  nationalization  and 
the  installing  of  a  “great  white  father”  at  Wash¬ 
ington,  as  against  individual  responsibility  through 
a  large  degree  of  local  self  government. 


Public  Expenditures  As  The  Real  Tax  Problem. 

Having  given  as  much  attention  to  questions  of 
taxation,  I  suppose,  as  the  average  man  here  I 
ask  your  thought  on  the  proposition  that  taxation 
is  fundamentally  a  question  of  budget  expendi¬ 
tures.  If  you  gentlemen,  with  the  influences  which 
you  control  directly  and  indirectly,  will  consider 
these  matters  in  terms  of  public  expenditure,  and 
then  stand  back  of  the  men  that  we  send  to  con¬ 
gress  who,  when  you  sit  down  and  talk  to  them 
individually  are  perfectly  reasonable, — they  talk 
like  any  group  of  you  men  would, — they  know 
what  is  good  and  what  is  bad, — by  backing  them 
up  in  reducing  expenditures,  we  will  get  reduction 
and  we  won’t  get  it  until  then. 

I  had  a  letter  from  one  of  the  prominent  chair¬ 
men  of  Congress  within  the  past  week.  I  had  re¬ 
ferred  to  a  bill  which  had  just  passed  the  Senate — 
to  be  frank,  it  was  the  maternity  and  infancy 
federal  aid  bill  which  starts  out  with  a  million  or 
a  million  and  a  half.  I  had  asked  him  if  that  was 
likely  to  come  before  the  House,  or  was  likely  to 
be  passed  at  this  session.  He  said  in  effect,  I 
hope  that  the  committee  will  smother  it.  It  is 
absolutely  vicious.  It  can’t  possibly  lead  to  any 
tangible  result.  But  the  sentimental  backing  for 
that  bill  is  so  great  that  when  it  comes  before 
‘the  house  I  shall  vote  for  it.” 

The  Duty  of  Citizens. 

On  the  strength  of  that  I  wrote  to  half  a  dozen 
other  leading  members  of  the  House  of  Repre¬ 
sentatives,  men  with  the  soundness  of  whose 
economic  principles  we  are  familiar,  and,  gentle¬ 
men,  every  one  of  them  replied  to  the  same  effect. 

It  shows  your  responsibility  and  mine.  We 
can  not  temporize  any  longer.  We  have  done  it 
ever  since  this  country  was  organized.  It  is  our 
system  of  politics.  But,  gentlemen,  we  are  at  the 
point  where  we  must  deal  with  the  underlying 
economic  principles  of  prosperity  and  if  we  don’t 
begin  now,  we  are  going  to  get  into  a  mess  that 
will  make  it  at  least  one  hundred  percent  more 
difficult  every  single  year  that  goes  by.  (Ap¬ 
plause) 
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